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HE industrial reports, in the month 
that has since the settlement of 
the steel strike, have been encouraging. 
The steel mills themselves faced a for- 
midable task in restoring operations to 
capacity, but the problems of steel users were 
even more difficult; for they were left with in- 
ventories badly ct at best, and with 
shortages of key parts and materials without 
which operations are impossible. To carry on 
under these handicaps, they are having to scram- 
ble, which often means going outside normal 
sources of supply, regardless of distance or cost, 
or having steel converted from one form to an- 
other at the buyer’s expense. This disruption of 
industrial efficiency and increase in costs is a 
persisting effect of the strike, and one that is not 
ordinarily calculated or likely soon to end. 


Despite these difficulties the record has been 
good. By the third week in August steel ingot 
output was close to rated capacity and to the 
pre-strike level, and resumption of automobile 
assembly line operations had become generally 
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possible. Both industries will e further in 
September, and others along with them. It also 
seems that estimates of the delays in defense 
deliveries, and the time required for recovery, 
were overly pessimistic. Of course inventories of 
steel were large at the start of the strike, and 
defense plants have the benefit of priorities, but 
great credit for success in keeping production 
going should go to the energy and ingenuity 
with which manufacturers have applied them- 
selves to that purpose. 


Ne General Rush of Buying 


On the whole the scramble for finished goods, 
and even for steel for delivery very far ahead, 
has been less active than many e ed. The 
possibility of shortages has been received by the 
public with gratifying restraint. Although de- 
liveries of popular makes of automobiles are 
delayed many weeks, people have not fallen over 
themselves to get their orders on dealers’ lists; 
and, happily, this conservatism seems to be 
typical. There is little to be seen of hoarding or 
abnormal forward buying, either for personal or 
business needs. Retail trade is good, running 
steadily above a year ago in most categories, but 
no buying rush is on, such as occurs when there 
is real concern about supplies. It is plain that 
people no longer scare easily, and that they 
expect to get the goods they want. 


Outlays for the major security programs are 
now running at a rate of $50 billion or more an- 
nually, nearly 15 per cent of the gross national 
product. But even this stupendous demand is 
being absorbed by the equally stupendous and 
increasing productive power of the country. It 
is generally believed that a further increase in 
defense outlays to a $60 or $65 billion annual 
rate, if reached as scheduled some time next 
year, can also be absorbed without consequential 
civilian shortages. Actions of the National Pro- 
duction Authority indicate that some of the pres- 
ent restrictions on the civilian economy are 
approaching their end. In two significant an- 
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nouncements August 26, the Authority stated 
that the ban on construction for recreational 
purposes would™be removed “by: April 1, 1953, 
along with other relaxations of building controls; 
and that by the second quarter of next year man- 
ufacturers could hope to get all the copper. they 
wanted. “~~~ nell: cinch ‘ 

In broad terms, while defense outlays have 
been rising, production has increased and the 
rise in inventories, which had inflated demand, 
has ended. Thus an overall balance between 
demand and supply has been achieved. Steel 
shortage conceivably might have started another 
buying rush, but there was an offset in the loss 
of employment and wages, and with production 
resumed the danger of a stampede from that 
source diminishes each day. 


In appraising the fall outlook, business fore- 
casters have stressed the importance of consumer 
behavior and the difficulty in predicting it. On 
the foregoing analysis, supported by the early 
evidence, buying will be orderly, normal, and 
satisfactory, when compared with reasonable ex- 
pectations. Of course, unpredictable international 
developments could swing market psychology to 
new extremes either way. 


Industrial Activity Rising 


It can be expected that trade through the fall 
will have the support of rising employment and 
payrolls. Little doubt is expressed that a period 
of increased industrial activity, probably lasting 
well into 1953, lies ahead. This is not only a 
matter of further expansion in steel output and 
in the automobile and other steel using indus- 
tries. Consumer goods factories also will be 
busier. The upturn in textile business during the 
last three months has led, especially since the 
July vacations, to an increase in operations in all 
sections of the industry. The expanded schedules 
are bound to hold for some time. The basis of 
improvement is the reduction in distributors’ in- 
ventories and the reentry of buyers in the mar- 
kets to meet current needs. In one line after 
another surpluses have been absorbed, and this 
applies to some of the hard goods — television 
sets being a conspicuous example — as well as 


to apparel and household goods. 


Nor do the heavy industries reveal any slack- 
ening, except where handicapped by steel short- 
ages. Machine tool orders improved during the 
summer, reflecting reinstatement of cancellations 
and easing of limitations on non-defense buying. 
Construction figures hold at the peak, and resi- 
dential housing starts of 104,000 in the month of 
July included the highest total of private starts 
in nearly two years. The effect of steel shortage 


on construction is to take something’ aff of cur- 

rent activity and add it back on later, creating a 

period of “catching up” in this industry as-in so 

many others. eit ‘ 
Cost of Living at New High 1. 

The cost of living has occupied a prominent 
place in the month’s news, by reason E the pub- 
lication of the July consumers’ price index show- 
ing an alltime record high, and because Admin- 
istration officials, somewhat unusually, have been 
engaging in outspoken controversy about the 
cost of living prospect. The consumers’ price 
index reached. a peak last December and January 
at 189.1 (1935-39 = 100). Subsequently it de- 
clined a little, but by July it was 0.9 per cent 
above January and 12.1 per cent above the pre- 
Korean level. The latest rise is due in part to the 
creeping up of such varied items as rent, trans- 
portation, household: operation, ‘etc., but chiefly 
it reflects an increase in food prices. This in turn 
is limited mostly to fresh fruits and vegetables 
and to eggs, which together carry a weight of 
6.1 per cent in the consumers’ price index. 


The following table shows the Bureau of 
Labor Statistics indexes of retail prices of food 
by groups (1935-39 = 100) for july, with com- 
parisons. It will be seen that the change since last 
January has been predominantly in the two 
groups named, while as compared with a year 
ago dairy products also have risen and cereals 
in a lesser degree. But over both periods, prices 
of frozen and canned fruits and vegetables, of 
fats and oils, and of meats, poultry and fish have 
declined. 


Index of Retail Food Prices 
(from Consumers’ Price Index of Bureau of Labor Statistics) 
1935 - 1939 == 100 
—% Change— 
Jan. July 
Weights 1951- 1951- 
InTotal Jan.¢ July Jan. July July 
Index 1951 1951 1952 1952 1952 
All foods ... 33.8 221.9 227.7 232.4 234.9 + 5.9 
Cereals, bakery 
prod. 8.9 185.4 189.0 190.6 194.4 
Meats, poultry, 


fish ..... 10. 6 278.2 272.1 
Dairy prod. .. 6.1 6 205.1 215.8 
Eggs . -6 211.5 184.3 


Fruits & vege- F 
tables Total... 7. -1 218.5 241.4 
Frozen* — 0. , 98.8. 95.0 
Fresh . 

Canned  .... 
Dried 

Beverages .... 2. x y 5 * 

Fats & oils. 0. i -8 155.3 140.6 

Sugar & sweets 1.0 x 0 185.9 188.9 
* December 1950 = 100. + The general price freeze ordered by 

the Office of Price Stabilization in January 1951 was on the 

basis of prices in effect between Dec. 19, 1950 and Jan. 25,1951. 


Price control officials have made the rise in 
food prices an occasion for bitter criticism of 
last June’s amendments to the Defense Produc- 
tion Act, which deny the OPS authority to im- 
pose price ceilings on fresh, frozen, canned or 
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dried fruits and vegetables. But the table shows 
that frozen, canned and dried foods are sub- 
‘stantially below a year ago, when OPS had au- 
thority over them, and in the main below January 
1951, when controls were established. This 
creates a reasonable presumption that most of 
these items are below the established ceilings 
now; to that extent the exemption is without 
practical effect. 


As for fresh fruits and vegetables, controls in 
any case would be subject to the provision of the 
original Act that ceilings on agricultural products 
could not be less than “parity” (as determined 
by basic farm legislation) or pre-Korean price 
levels, whichever was higher. Prices of these 
items fluctuate widely, since seasonal influences 
are strong. In the past year and a half some 
items have risen from time to time above the 
legal minimums. But in only one — potatoes — 
was the level persistently high enough to lead 
the OPS to impose ceilings, and it voluntarily 
removed the ceilings later because of the muddle 
created and the storm of protest that arose. Of 
the remaining items in the fresh fruits and vege- 
tables component of the price index, the only one 
upon which ceilings were really ae 
is onions, and onions are now selling well below 
the legal minimums. Egg pee also are below 
the legal ceiling level, and therefore cannot be 
controlled. 


The claim that Congress crippled the OPS and 
left food prices free to soar, by exempting fruits 
and vegetables from price control, may be judged 
by the foregoing evidence. It is understandable 
that the price control officials should wish to 
disassociate themselves from connection with a 
rising cost of living, and place the blame some- 
where else; and indeed a strong case can be 
made against any significant exemptions from 
general price controls, once such controls are 
adopted. The whole program has been criticized, 
and properly, for the special standards applied 
to farm products. But in relation to the vast and 
complex problems of inflation and inflation con- 
trol, the fruit and vegetable issue is trivial. The 
causes of higher food prices include not only 
crop conditions, but inflation of money incomes 
—a matter over which the OPS has no control — 
and rising costs of handling and distributing 
fresh produce, reflecting wage policy and infla- 
tion generally. 


Pressure of Wage Increases 
Mr. Arnall, the retiring head of the Office of 
Price Stabilization, has been a leader among 
those blaming Congress and predicting soaring 
food prices. Moreover, he expects a rise of “$100 


per family” in the cost of living as a result of the 
steel price increases granted in recognition of 
the rise in steel wage costs. Mr. Putnam, Eco- 
nomic Stabilization Administrator, and Secre 

of Commerce Sawyer, however, have been qui 
to deny any such probability. Mr. Putnam ex- 
pects to prevent such increases by requiring sub- 
stantial absorption of the higher steel prices in 
the various stages of fabrication leading to con- 
sumers’ goods. Secretary Sawyer points out that 
with the average family spending only $280 
a year on articles using metal, even a 5 per cent 
increase would mean only $14 extra, and he pre- 
dicted that $7 would be a closer figure. He 
points, as restraining factors, to the inventories 
of appliances, and to the fact that consumer 
resistance to prices is already a cause of some 
concern and may become greater. 


If Mr. Arnall’s predictions should prove cor- 
rect, there should be no misunderstanding as to 
where the responsibility belonged. The steel 
price increase was granted only as the necessary 
offset to the steel wage increases, which were 
supported and authorized by the Government. 
If living costs in non-food items continue to rise, 
no effort to place the blame elsewhere should 
obscure this fact. The weakening of the stabili- 
zation program does not lie in Congressional 
amendments to the law, but in the disregard of 
established wage stabilization standards in the 
steel case; and the chief danger to the price 
structure now is the upward push of higher costs. 


The Money Market 





A tightened money market, which normally 
could have been expected in the fall, with the 
crop movements and seasonal trade expansion, 
has already made a very definite appearance. It 
dates back, indeed, to July 1 when the Treasury 
took advantage of the seasonal lull in credit 
demands to sell $4% billion 2% per cent six-year 
bonds. Contrary to some expectations, the Fed- 
eral Reserve did not take the initiative to put 
money into the market to expedite their absorp- 
tion. Instead, in pursuance of its “neutral” pol- 
icy, the Federal Reserve allowed the new bonds 
to compete with alternative loan and investment 
opportunities for available funds. During July, 
as distribution of the new 2%s proceeded, banks 
found themselves increasingly in need to dis- 
count paper with the Federal Reserve Banks to 
supplement their cash resources. The volume of 
discounts rose from an average level of $580 
million in June to an average of around $1 bil- 
lion in July and August. At their peak of $1.4 
billion on July 80 member bank discounts with 
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the Federal Reserve were at the highest point 
since 1933. 

Since banks have a reluctance to borrow, the 
necessity to do so gave the money market a sense 
of tightness which serves as a counterpoise to 
forces of credit expansion. The firmness rather 
quickly reflected itself in money rates. Ninety- 
one day Treasury bills, which had been taken at 
an average rate of 1.70 per cent in June, paid 
close to 1.90 per cent from mid-July through the 
end of August, and outstanding 1% per cent 
certificates of indebtedness moved below par. 
The Treasury put a rate of 2 per cent on new 
certificates issued August 15 in exchange for two 
maturing issues, and banks advanced the call 
loan rate from 2% to 2% per cent. Discussion 
was generated of the possibility that seasonal 
credit demands in the months ahead might bring 
an increase in the 8 per cent minimum rate on 
prime commercial loans. 

Bond prices tended to be depressed, not only 
by the firmness of the money market but also by 
an overhanging supply of the Treasury 2% per 
cent bonds. Government bonds experienced their 
principal declines in the last week of July and 
the first part of August, and the new 2%s, which 
had traded at 100% as late as July 25, sold at 
99% on August 12. Declines in government 
bonds mostly ranged from a point to a point and 
a half in this period though prices on most issues 
remained above the low points recorded last 
December. The Federal Reserve authorities 
came into the market with purchases of $100 
million short-term bonds, market sentiment im- 
proved and government bonds uniformly closed 
the month above the lows of August 12. 


Other Credit Demands 


The Treasury bond sale on July 1 led to a 
temporary $800 million run-up in bank loans on 
securities and total bank loans thus reached a 
new peak. Business loan demands subsequently 
have displayed symptoms of seasonal expansion. 
For weekly reporting member banks, commer- 
cial, industrial and agricultural loans on August 
20 stood at $20.8 billion, up $400 million from 
their seasonal low on June 4 though $800 million 
below the year-end level. A rise of around $1% 
billion would normally be expected from this 
point up to the close of the year. There has 
been a summer lull in corporate new-money 
bond flotations, and likewise in those of States 
and municipalities, though indications still are 
that the totals for the full year in each case may 
exceed the figures for 1951 — $4.5 billion and $3.1 
billion respectively. Demand for mortgage credit, 
assisted by relaxations of Regulation X, continues 


strong. The Federal Reserve Board figures the 
recent rate of increase in mortgage debt on one- 
to-four family houses in excess of $500 million 
a month and puts the aggregate of such debt 
on June 80 at $57 billion, nearly three times the 
$20 billion outstanding at the close of the build- 
ing boom of the ‘twenties. Outstanding consumer 
instalment credit has increased rather sharply in 
recent months with the elimination of credit 
restrictions and the relaxations of production and 
materials control. 


1951 and 1952 Compared 


Despite the overall weight of credit demands. 
the firming of the money market should hardly 
have appeared until seasonal credit demands 
from business and agriculture mount up in Sep- 
tember and October. In 1951 the peak pressure 
did not come until December. The difference 
in the experience for 1951 and 1952 is clearly 
related to differences in the timing of Treasury 
deficit financing and in Federal Reserve policy. 


In 1951 the Treasury deferred its principal 
borrowings until October and November and the 
Federal Reserve prepared the way for these 
borrowings, and also accommodated seasonal ex- 
pansion of private credit, by purchasing, over 
the six weeks ended October 10, $1 billion gov 
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ernment securities. From that point through the 
close of November they sold $800 million of these 
securities and did not reenter the market on the 
buying side until late December, to relieve the 
year-end pinch for funds. These transactions are 
reflected in the foregoing chart which also 
portrays weekly fluctuations in member bank 
discounts and excess reserves, and rates on new 
issues of Treasury bills and certificates. 


It may be observed from the chart that the 
$1 billion increase in Federal Reserve holdings 
of government securities last fall lifted excess 
reserves beyond $1 billion and depressed dis- 
counts to nominal proportions. The failure of 
Treasury bill yields to decline at that time was 
perhaps accounted for by the enlargement in 
the outstanding amount. The decline in Federal 
Reserve holdings of government securities up to 
the end of November brought excess reserves 
down to a more usual level of $500 million. 
Subsequently, holiday demands for money had 
their impact on discounts which ran up toward 
$1 billion. With corporation selling to raise 
money for December 15 tax payments, Treasury 
bill yields rose from 1% to 1% per cent. The 
market had its first taste of the policy that was 
to emerge more clearly and definitely in July 
and August. 


The Federal Reserve bought government se- 
curities briefly at the end of December to relieve 
the pinch and sold $1 billion to offset the return 
flow of money to the banks in January and Feb- 
ruary. In March and June temporary direct bor- 
rowings by the Treasury from the Federal Re- 
serve eased the money market. In April and 
May excess reserves and discounts ran along the 
same levels. During July, as noted earlier, the 
Federal Reserve Banks left it up to the banks 
to borrow to meet the pressure on the money 
market growing out of the Treasury bond sale 
and other credit demands. 


Bigger Role for Discounts 


Federal Reserve policy is reverting to the prin- 
ciples on which the System was founded where- 
by a desirable degree of elasticity in the credit 
system is provided by member bank borrowings 


from the Federal Reserve. Under traditional 
policy the discount rate is the crux of credit pol- 
icy, fluctuations in borrowings are a quantitative 
measure of pressure on the money market, and 
open market operations in government securities 
are conducted with a view to increasing or de- 
creasing the need of banks to borrow. Discount 
rate and the volume of discounts make them- 
selves felt throughout the credit structure. 


Discounts have not been of real importance 
since 1934 when the devaluation of the dollar led 
to an unprecedented accumulation of surplus 
loan resources in American banks. Excess re- 
serves, which reached $7 billion shortly after the 
outbreak of the war in Europe, became the 
measure of the abundance of credit resources 
which potentially could be called into use. As 
these funds actually were drawn into use, for 
financing American war expenditures, the Fed- 
eral Reserve Banks added to loan resources in 
the market by offering to buy government securi- 
ties on a prearranged price scale. Under this 
system, which prevailed with minor modifica- 
tions up to the unpegging of the bond market 
in 1951, banks could raise additional funds as 
needed by selling government securities and 
rarely had need to borrow. Excess reserves 
tended to be maintained somewhere around $1 
billion, a level first reached in the second half 
of 1943. While the pegs on government securi- 
ties prices were held, the excess reserves figures 
actually understated the loan potential since ex- 
cess reserves could be replenished at any time 
by selling government securities to the Reserve 
Banks. The self-imposed discretion of lenders 
and borrowers was the real limiting factor on 
credit expansion. 


The abandonment of the bond price pegging 
policy, consummated under the Treasury-Fed- 
eral Reserve Accord of March 8, 1951, was pre- 
requisite to a return of discount rates to their 
full stature of importance. The Accord, as was 
brought out in the Patman inquiry, included a 
provision that the 1% per cent discount rate 
would not be disturbed during 1951 “in the 
absence of compelling circumstances not then 
foreseen”, as a point of support for government 
security prices and as an assurance against radi- 
cal change in the money market. 


As the chart shows, discounts moved up be- 
yond the level of excess reserves last winter, the 
first time this relationship has existed since 1933, 
and have been consistently greater than excess 
reserves during July and August. They are also 
displaying a wider range of fluctuation and have 
become a superior measure of pressure on the 


money market. 
An Appraisal 


What the Federal Reserve appears to have 
been doing has been to adjust both its operations 
and the market mechanism back to traditional 
modes. This has not been easy since free market 
machinery gets rusty with disuse. Nevertheless, 
as the Douglas and Patman inquiries attest, the 
job had to be done and it is only to be regretted 
that it was not undertaken promptly after the 
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close of the war. The dollar could now have 
been in healthier shape. 

Under the actual circumstances, the adjust- 
ment of the banks, the dealers, and investors 
generally has been remarkably rapid. The sensi- 
tivity of the credit market to Federal Reserve 
policy has rarely been greater than it is today. 
The Treasury es cooperated by adopting a 
more flexible policy of public debt management, 
and accepting the risks of any borrower of hav- 
ing a fizzle if terms offered are unsuited to mar- 
ket conditions. 

The retreat of the Federal Reserve from con- 
stant intervention in the government security 
market, and the redevelopment of discount pol- 
icy, have the merits of permitting the forces of 
credit supply and demand to express themselves 
in security prices and yields. The decline in 
government security prices in July and August 
reflected excesses of credit demand over supply. 
Likewise the increase in discounts. 

The Federal Reserve policy, which has been 
described as “neutral”, is perhaps more fittingly 
described as “passive”. The discount rate is be- 
ing held at the 1% per cent level set two years 
ago, and banks are able to borrow to accom- 
modate credit demands. Reluctance to borrow 
affords the brake on credit e ion and the 
brake can be adjusted easily and quickly by dis- 
count rate change. 

Depending on the course of economic develop- 
ments, the next logical step would be to recon- 
sider the discount rate in its relationship to the 
general structure of money rates and in light of 
the perils of offering an excessive temptation to 
banks to use the discount window. 


Revised Budget Estimates 


President Truman last month issued the usual 
interim revised estimates of federal receipts and 
expenditures for the current fiscal year ending 
June 30, 1953. These gave effect to Congressional 
action upon appropriations requested in his Jan- 
uary budget and to later information now avail- 
able as to trends of actual disbursements and 
tax receipts. 

The estimate of budget expenditures was 
lowered from a January total of $85.4 billion to 
$79.0 billion, the net reduction of $6.4 billion 
being accounted for both by the reduction in 
appropriations and by the lag in national de- 
fense expenditures resulting from the steel strike. 
While Congress voted some material curtail- 
ments and economies in various nondefense gov- 
ernment grams, the savings effected were 
largely offset by increases in other programs. 





Accompan this reduction in total . 
tures, the ed receipts were lowered from a 
January estimate of $71.0 billion to $68.7 billion, 
because of a downtrend of corporate earnings 
and taxes, offset in part by higher yields from 
individual income taxes. The total nevertheless 
is still expected to set a new high. 

These combined revisions on both the revenue 
and expenditure sides had the effect of narrow- 
ing the estimated deficit from $14.4 billion to 
$10.3 billion, as well as reducing the amount of 
new borrowing necessary to finance it. The con- 
densed su below compares the latest esti- 
mates for the current fiscal year with actual 
results since 1950, before Korea, and shows also 
the enormous expansion that has taken place 
since 1940, before World War II: 

U. S. Goverment Budget Receipts, Expenditures, 
and Public Debt, for Fiscal Years Ended June 30 
(In Billions of Dollars) 1953 1953 
1940 1950 1951 1962 Est) Eat, 


Net receipts $5.8 $37.0 $48.1 $62.1 $71.0 $68.7 
Total expenditures . 9.2 40.2 44.6 66.1 85.4 79.0 


Surplus or deficit. —3.9 —8.1 +3.5 —4.0 —14.4 —10.3 
Public Debt, June 80. 43.0 257.4 255.2 259.1 274.9 267.5 


Efforts to Curtail Spending 

When the current year’s budget of over $85 
billion was originally presented last January, 
Congressional leaders quite generally declared 
that it was far too big and demanded cuts run- 
ning into many billions of doMars. When the 
various appropriation bills were being consid- 
ered, both the Senate and the House trimmed 
them substantially and finally approved a sum- 
total of appropriations $8 billion less than had 
been requested by the President. A reduction in 
the amount of appropriations does not usually 
bring about a corresponding reduction in expen- 
ditures during the same fiscal year, due to the 
lag in actual disbursements and the fact that 
expenditures in a given year reflect in part ap- 
propriations made in earlier years. 

The table on the next page, from the Presi- 
dent’s revised budget and based upon estimated 
expenditures as. distinguished from appropri- 
ations and authorizations, shows where the ma- 
jor changes occurred. As will be seen, the 1953 
figures are still above those of 1952 in a ma- 
jority of the groups. 

By far the largest reductions were in the two 
items of military services and international aid, 
where the combined cuts amounted to over $6 
billion. This, as already stated, was a result of 
reduced appropriations and of the stretching out 
of the defense program. The cuts effected in 
some types of expenditures were y offset by 
increases granted in the rates of combat duty 
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U. $. Government by Major Programs, 
Fiscal Year Ended June 30, 1953 
(In Millions of Dollars) 
Total Changes from _ 
1953 31953 1952 


Aug. Jan. Ac- 
Est. 


—6,326 


437 
458 
220 
407 


826 
2 


21 
361 
5 


Military services, including fgn. mili- 


tary assistance 
International security and foreign 
ations 








Finance, commerce, industry 
Transportation, communication —— 
National resources 


Agriculture 
Labor 
Housing, community development 


Education, general research 
Social security, welfare, health 


Veterans’ services, benefits 
General government 231 
Interest 176 
Reserve for contingencies pc ao 








282 


+/+ +) 14+ +411 
++] 1 ++14+ +141 








Total $79,028 —6,416 


. 
8 
8 








pay and mustering out pay. Despite the sub- 
stantial net reduction, the total cost of military 
services and foreign aid is estimated to exceed 
$55 billion or two-thirds of the total budget. 


Still $10 Billion “In the Red” 


The net effect of Congressional action on ap- 
propriations and of the lag in military disburse- 
ments is still to leave a deficit of over $10 billion, 
despite the largest tax collections in the country’s 
history. 

President Truman in his January budget mes- 
sage to Congress characterized the prospect of 
another large deficit as “a cause for grave con- 
cern”, and reminded Congress and the nation of 
the policy laid down at the outset of the defense 
program — of financing defense costs by current 
taxation and avoiding adding substantially to the 
public debt. Instead, however, of proposing to 
meet this situation and put the country on a 
sound pay-as-you-go basis by slashing wasteful 
and unnecessary spending, the President casti- 
gated Congress for its “inadequate tax program” 
last year and asked for $5 billion new taxes — 
still not enough to balance the budget. 

The fact is that taxes are already too high for 
maintenance of a healthy, vigorous economy 
and should be reduced, not raised. The refusal 
by Congress last year to vote new taxes was a 
reflection of the strong sentiment throughout the 
country against the present tax burden. 

There is, then, only one sound answer: govern- 
ment spending must be cut. 


New Approaches to Budget Problem 
Called For 
The action by Congress this year in trimming 
over-all spending was a step in the right di- 
rection but — compared with what needs to be 
done — only a beginning. In view of the intract- 


ability, as well as urgency, of the problem, new 
methods of approach are called for, among them 
the following: 

l. A ceiling on expenditures. The vast scope 
of the oer tenga problem requires control 
not only over appropriations and contract authori- 
zations, but also over actual disbursements which 
in recent years have come (along with revenues) 
really to determine the size of the deficits. 

A great advantage of this method is that it 
could be made effective promptly. Also it would 
eae the question of where detailed cuts should 

all squarely upon the Administration, including 
the Bureau of the Budget, which is best equipped 
with the necessary information for making the 
selections. Expenditure limits of this kind would 
still leave the Administration much leeway as to 
how the money should be divided among and 
within various programs. 

That the expenditure ceiling idea is sound and 
feasible is indicated by its adoption in the De- 
fense Department, as revealed in testimony by 
Secretary Lovett before the Senate Committee on 
Appropriations on April 30, as follows: 


As I advised the Committee in February, it has been 
the program of the Department of Defense to secure a 
minimum of $52 billion worth of goods and services 
during fiscal year 1953. To insure that these goals 
would be achieved and at the same time not substan- 
tially exceeded, there was issued to the Military Depart- 
ments on January 10, 1952 a directive which established 
quarterly expenditure ceilings for the 18 months from 
January 1, 1952 to June 30, 1953. 

These amounts became both goals and limitations. 
For the 12 months of the fiscal year 1953 these amounts 
were set to exceed our estimate of $52 billion expendi- 
tures by approximately $2 billion. This was done for the 
e of setting goals high enough to allow for 
unavoidable slippages due to unforeseen and uncontrol- 
lable situations. It was at the same time directed that in 
case all of the goals were achieved, adjustments would 
have to be made to stay within the $52 billion maximum. 


2. Tackling the problem of expenditures au- 
thorized by legislation already on the books. 
When Congress faces its task on the budget it 
finds that two-thirds of the expenditures for the 
current year are under appropriations and au- 
thorizations of ‘iad years for all sorts of continu- 
ing programs, frequently indefinite as to timing 
and amount, hence not subject to annual budget 
control. Certainly Congress ought to review most 
critically this vast amount of past appropriations 
and commitments with the purpose of bringing 
this so-called “uncontrollable” area of the budget 
more in line with present fiscal realities. 

8. Providing adequate technical staff for the 
Congressional appropriations es a a to as- 
sist busy Congressmen in analyzing spendin 
mat and a pruning intelligently. This staff 
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could be set up either separately for the House 
and Senate, as was done successfully by the 80th 
Congress, or as a joint staff as proposed in the 
McClellan-Colmer bill which failed of passage 
in the past session. Actually, the appropriations 
committees already have the authority to build 
a staff, and it remains only for them to go ahead. 
The important thing is to get really good people 
and to give them full powers of investigation. 


Controlling the Defense Budget 


Of course anyone facing the budget problem 
today must recognize a high priority for tackling 
the defense budget, comprising as it does such an 
overwhelming portion of the total. We all want 
a strong and effective defense, but that is no 
reason for not scrutinizing its cost with utmost 
care. In fact, it is all the more reason for doing 
so. Here again it is possible to suggest some 
“musts”: 


One is to root out waste and extravagance, 
which has been exposed in countless ways and 
adds nothing to the effectiveness of the program. 
On the contrary, it detracts, since it spends 
money and uses up valuable material and man- 
power. 


Another “must” is improvement in procurement 
methods through application of ordinary busi- 
ness practices to avoid duplication of orders, 
accumulation of excess replacement parts, pay- 
ing widely varying prices for similar items, and 
the like. It means taking advantage of sup- 
pliers’ experience and advice. A report issued in 
April by the Committee for Economic Develop- 
ment on “Tax and Expenditure Policy for 1952” 
points out numerous ways by which the de- 
fense program could be benefited while costs 
are reduced through standardization and simpli- 
fication of requirements, unified cataloging and 
purchasing, use of quantity production methods, 
and economy in military construction both do- 
mestic and overseas. 


Third, an overall strategic plan is needed. Are 
we spending the money for the right things to 
get the most effective defense force we need, at 
a reasonable cost? Answering this question will 
take real top-grade examination — free of domi- 
nation by politics or by the armed services them- 
selves. Yet unless this kind of master plan is 
achieved, decisions of far-reaching importance 
must continue to be made on the basis of piece- 
meal policies, with inadequate results. 


The Real Test 


Finally, getting control of the budget is going 
to depend upon the quality of leadership in 
Washington and how the country really feels 


about the whole question of keeping the na- 
tional finances sound. What is done will show 
whether our leaders are willing to take respon- 
sibility for the difficult task of cutting back these 
vast spending programs, and how effectively our 
people support those in Washington who are 
trying to accomplish it. 


The Farm Price-Support Issue 





Farm policy has been hotly debated during 
the past year, both in and out of Congress. The 
essential issue is whether government price sup- 
ports for farm products should be “fixed” or 
“flexible”; “fixed” meaning that the support levels 
are stated in the law at a high percentage of 
“parity” with prices of products farmers have 
to buy, and “flexible” that the Secretary of Agri- 
culture should have discretion, within limits, to 
change the support levels. In a broader sense, 
the issue is whether the welfare of American 
agriculture still requires the continuation of the 
policies aiming at high fixed price supports, as 
evolved during the post-depression days and the 
war, or whether free market prices should be 
allowed larger scope as guides for production 
and consumption. 


Despite much lip service since the war to the 
flexible support principle, Congress this sum- 
mer extended the general wartime 90 per cent 
of parity price supports for basic farm commodi- 
ties through the 1954-55 crop season and the 
so-called “dual parity system” through the cal- 
endar year 1955. The “dual parity system”, 
which was to have expired by the end of this 
year, requires that parity prices be the higher 
of either (1) the parity price computed on the old 
formula based on pre-World War I relationship 
of prices farmers receive to what they pay, or (2) 
the new “modernized” formula which takes ac- 


count of prices received by farmers over the past 
ten years, with allowance for labor costs. 


An Old Story 


Thus the country is committed for still an- 
other two years to a high fixed support policy 
for farm products. Once more is repeated an 
old story of how the seed of price-raising legis- 
lation, once planted, takes root, flourishes, and 
spreads its branches. What started out as an 
emergency program to cushion the collapse of 
farm prices during the depression has been grad- 
ually transformed into a permanent program of 
price supports with a constant upward bias. 

First was the ill-fated Farm Board effort to 
deal with price-depressing surpluses in the late 
20s and early ‘30s. It was followed by the Agri- 
cultural Adjustment Act of 1933, subsequently 
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Between 1910 and 1950, we’ve added more than 100 
million acres of land to “food” production while our 
population has grown by 70 million persons. In 1910, 
we had 2.2 acres of “f > 


ditional person during: the past 40° years: But exports 
than at the beginning ‘of the century, and our crop yields 
per acre are much higher now. 

If we project on peree. ulation ahead (although 
such projections are-of doubtful accuracy), we find that 
our population might easily reach-174 million persons by 


1960. But it seems doubtful that the. total acreage of ~ 


harvested crops will go much above.that 6£,the postwar 
boom years, a figure of 360 million acres. This indicates 
that we will have 0.7 acres of food land for each person 
added in this decade of the 50s. That compares with 
1.8 acres per person added during the decade of the "40s. 


“What,” asks Professor Malone, “does all this _ 


mean?” It suggests, he answers, that the tend- 
ency during the period’ of 1910-40 for the supply 
of farm products to rise faster than the demand 
may be about at an end. “We no longer seem 
to have a lot of cropland that can easily and 
cheaply be put to work producing food.” 


Consequences of Present Policies 


Present farm policies should be appraised in 
the light of these basic changes. If farming is 
to remain a free and independent enterprise we 
should be moving away from a policy that leans 
excessively upon government supports. The flex- 
ible price support system affords a way of doing 
this while at the same time protecting the farmer 
against major downward swings of prices such 
as have proved so disastrous to him in the past. 

The high and fixed price support policy looks 
in just the opposite direction. It means increas- 
ing, not decreasing, the dependence of agricul- 
ture upon government. As the heads of the 
American Farm Bureau and the National Grange 
have warned, such dependence works insidiously 
towards regimentation, and loss by the American 
farmer of freedom to run his own farm. 

Experience with agricultural price supports in 
this country has not been such as to warrant 
throwing caution to the winds in extending such 
devices. Our readers may recall the widely-pub- 
licized potato fiasco of two years ago, involving 
the wholesale destruction of unsalable potatoes 
accumulated by the Government as a result of 
high support prices and overproduction, which 
ended in throwing out potato supports alto- 
gether. | In our first large-scale venture into 


00g” - Jani per person. ‘We've’ been - .... 
adding food land at the rate-of 1% acres for each ad- 


agricultural price*“stabilization” in 1929-32 the 
Federal. Farm Board lost or had frozen a large 
part of its “revolving” fund of $500,000,000 in 


‘operations in wheat and cotton alone without 
40° ports __ stetnming:the price drop in those two commodi- 
are taking a smaller ‘share of our farm production sow ~ ties. Twice subsequently the Government was 
bailed out by war of huge stocks of farm com- 


-modities accumulated under its support opera- 


tions—once by the outbreak of World. War II 


’ and again in 1950 by the advent of Korea. How 


the Government would have “got out. from 
under” but for the intervention of war is an open”. 


‘question. 


With price supports high, there is danger tha 
large surpluses, of feed grains in particular, will 


. again accumulate in government bins instead of 


being converted into-meat,. eggs, and milk for 
which there is a growing demand. Not only is 
this costly to the taxpayer, as well as to the con- 
sumer who has been ying high prices for pro- 
tein foods, but it tends to freeze the production 
pattern and block the natural shift in response 
to changing dietary habits. 


Under present policies the day of encouraging 
such shifts in American agriculture has been re- 
peatedly postponed. Less efficient farmers have 
been influenced to hang on as marginal pro- 
ducers of products already in aye tee At the 
same time, because of high costs, dairy produc- 
tion has been retarded even though per capita 
supplies this year may be the lowest in three 
decades. Likewise, in the face of good incomes 
and a high demand for meat, pork production 
has been discouraged by unfavorable ratios be- 
tween prices of hogs and feed grains. 


During the war the need was for cereals be- 
cause a given quantity of cereals will feed more 
people directly than if turned into animal prod- 
ucts. Consumption of meats and dairy products 
was held down by rationing. Once the food 
shortages of the war and immediate postwar 
period were ended, and rationing abandoned, 
the need turned to more meats and dairy prod- 
ucts, which people wanted and had money to pay 
for. Unless production is adjusted to meet these 
conditions, supplies of wanted products will be 
short, leading to higher food costs and aggrava- 
tion of inflationary tendencies generally. 


Government policy should facilitate, not op- 
pose, these adjustments. 
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